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FRENCH ECONOMIC INDICATORS 


(All values in U.S. $ billions at current prices unless otherwise indicated. ) 


1975 1976 war" % ae 
INCOME, PRODUCTION, EMPLOYMENT 


Gross Domestic Product 312.4 360. 405. *iz. 
GDP at Constant (1975) Prices 312.4 328. 338. + 3. 
Per Capita GDP (dollars) 5950. 6810. 7620. #17. 
Gross Capital Formation (at constant 

(1975) prices)(excluding housing) 47. 50. 51. +1. 
Disposable Personal Income aT 268. 309. +12. 
Industrial Production (1970=100) 118 125 125 
Labor Productivity (% change) + 3.( + 3. 
Average Industrial Wage (% change) +16. +14, +12. 
Labor Force (millions) Ze. oes 22. 
Unemployment Rate (%) 4, 4, 5.1 


MONEY AND PRICES 

Money Supply 

Call Money Rate 

Wholesale Prices (1970=100) 
Retail Prices (1970=100) 


TRADE AND BALANCE OF PAYMENTS 
Exports FOB 
Imports FOB 


B/P Current account balance 





Gold and Foreign Exchange Reserves** 
External Public Debt 


U.S. share of import market (CIF) 
U.S. share of exports sold (FOB) 


Book value of U.S. investment 


=D) eS 
+9:;.'0 


+8.3 


MAIN IMPORTS FROM U.S. (1977--$ millions): Machinery & Mechanical Appliances 
1120, Electrical Machinery 420 , Organic Chemicals 255, Aircraft 255, 

Optical, Medical & Precision Instruments 322, Corn 225, Soybean 
Meal, Soybeans 137, Coking Coal 125. 
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Footnotes: *The 1977 figures are in most cases based on either preliminary 
December figures or Embassy estimates for the final month or two 
of 1977. Money supply figures are for end-October. 


**Reserve components are revalued every six months by French Government, 
therefore percentage comparisons with previous years are meaningless. 


In order to assure comparability, franc figures for cpp, Investment and Money 
Supply for all years have been converted into dollars at 4.60F per dollar. 
Figures in the balance of payments section have been converted from francs 
into dollars at the rates prevailing during the period in question. 





SUMMARY 


Because of high inflation, a serious trade deficit and pressure 
on the franc, the French government has been pursuing a 
comprehensive stabilization program since September 1976. 
The Barre government's approach has been to slow down the 
growth of the French economy until a healthy trade and 
payments balance is restored. As the result of a wage hike 
slowdown, price guidelines, monetary and fiscal restraint 
and other anti-inflation measures, the French economy 
slowed from its 1976 growth rate of 5.2% to about a 3% 
pace in 1977. The Barre stabilization plan has sharply 
reduced the French trade deficit and strengthened the 
franc, in addition to dampening inflation somewhat. But 
unemployment remains high and investment weak because of 
sluggish demand and investor caution based on uncertain- 
ties surrounding the March 1978 elections. Assuming a 
continuing effort to combat inflation (still in the 8-9% 
range) and to avoid a resurgence of imports, the prospects 
are for at best a moderate acceleration of growth over the 
next several months. Under present policies, most 
forecasts envision 1978 growth in the 3 to 4% range, with 
continuing high unemployment and slow progress in 

reducing inflation to a level which would give French 
economic policy more room for maneuver. For 

investment, the opportunities in 1978 would remain largely 
Similar to those of 1977. 


There will be nationwide legislative elections in March 
and three of France's principal parties are calling for 
varying sets of major economic policy modifications, 
including important structural changes. The outcome of 
the elections is uncertain and political forecasting is 
beyond the scope of this report. In the event of a 
change, an updated analysis would be done as soon as the 
import of any significant new policies became clear. 


END SUMMARY 





A. 


Current Economic Situation and Trends 


Slow Growth: For How Long? Based on preliminary estimates, 
the French economy seems to have progressed about 2.5-3% 

in real terms during 1977, well below the historic growth 
trend of 5-6% and the 5.2% of 1976. Furthermore, under 
present policies, most forecasters foresee not much more 
than 3.5% growth in 1978. The government of Prime Minister 
Barre is pursuing a wide-ranging stabilization program that 
includes a wage slowdown and other measures aimed at 
bringing down the French inflation rate and restoring trade 
equilibrium. The program is seen as necessary to provide a 
sound basis for sustaining more rapid growth in the future. 


Nationwide legislative elections are scheduled for March 
1978, however, and France's three largest political parties 
(Socialists, Communists and Gaullists) are all calling for 
various economic policy changes and a substantial 
acceleration of growth -- as is the National Employers' 
Council (Patronat). Although a new government might be 
somewhat more restrained in practice than in electoral 
rhetoric, in view of the external constraints currently 
facing France, important departures from the current trend 
are possible. But since the electoral outlook is uncertain, 
the present analysis assumes continuity of economic policy, 
except where stated otherwise. 


The Barre Stabilization Program: Much Remains to be Done. 
When Raymond Barre took charge as Prime Minister in August 
1976, the French trade deficit was mounting, the franc was 
slipping badly, and inflation seemed to be reaccelerating 
after having settled at an uncomfortably high 9-10% rate. 
Barre's cure was a moderate but prolonged stabilization 
program, whose principal results in 1977 were (all figures 
approximate) : 


-- reduced wage pressures (+12% vs. +15% in 1976) 

-- slowly diminishing inflation (+9.0% vs. +9..9%) 

-- a shrinking trade deficit (11 billion FF vs. 20 billion) 
-- a stable franc 

-- a sharply decreased growth rate (3.1% vs. 5.2%) 

-- increased unemployment (1,026,000 vs. 930,000) 


With a view toward consolidating the gains achieved in 1977, 
the Barre government projects only a very gradual easing of 
the reins in 1978. Based on the assumption of slow growth 
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and decreasing inflation rates in West Germany and else- 
where among France's main trading partners, most French 
economists believe that growth much beyond 3.5% in 1978 
would lead to a new import surge accompanied by pressures 
on the franc. But the Barre government's target is to 
keep the franc stable and to reduce further the trade 
deficit and the inflation rate. 


Alternate Scenarios. The two major opposition parties 
are campaigning on a platform of accelerated growth, 
social reform, and nationalizations. The Socialists (PS) 
call for 5% growth; the Communists (PCF) for 6%. Both 
parties advocate extensive nationalizations, a stronger 
government role in industrial policy and in employment 
creation, expanded welfare programs and transfer payments, 
and major income redistribution -- including a 37% 
increase in the minimum wage. 


The Gaullists (RPR), though they form part of the present 
governing coalition, are also campaigning on a platform 

of social reform and accelerated growth (5-6%). But they 
oppose the Left's nationalizations and call for less 
government intervention in the economy and more private 
initiative. They also advocate slower wage increases than 
the Left does and less drastic income redistribution 
measures. 


Although it is not within the scope of this report to make 
electoral judgments or political prognoses, one can note 
that most economic forecasters in France seem dubious that 
under current internationalcircumstances, growth in the 
5-6% range can be maintained for more than a few quarters. 
The consensus forecast is that if substantially more 
stimulative policies were introduced in the spring, by 
late 1978 inflation would probably be eating into whatever 
gains were made earlier in the year. Furthermore, imports 
would be expected to surge, leading to downward pressure 
on the franc -- a situation which would presumably lead 
either to a new austerity program or to protectionist 
measures. Most of the scenarios currently available 
involving major stimulus by an alternative government 
depict real growth below 5% for 1978 as a whole, both 
because of the lag effect and because of inflationary 
inroads. In these scenarios, inflation would escalate to 
well above 10% and the franc would slip seriously as the 
result of a deteriorating trade balance. Some would 
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foresee renewed price controls and severe protectionist 
measures as the probable antidote. 


Prospects for 1978, Assuming Continuity. With a 
continuation of present policies, 1978 GDP growth is 


expected to fall toward the middle of the 3-4% range, 
with inflation gradually slowing to the vicinity of 8%. 
In this scenario, imports would increase no more than 5 
or 6%, with exports growing slightly faster and the 
trade and current account balances improving over 1977 
totals. The franc would remain strong, even with 
sharply reduced foreign borrowing by French nationalized 
enterprises. On the negative side, unemployment and 
social tensions would rise and the French economy would 
continue to operate well below capacity. 


As the means of assuring continuing consolidation, the 
Barre government has proposed a continuation of its 1977 
wage-slowdown policies, a further decrease in the budget 
deficit, slower growth in the money supply and a freeze 
on the corporate income tax and on social security taxes 
designed to encourage investment and new hiring. 


Some Bright Spots Despite Slow Growth. Within this 
overall context of continuing stabilization, certain 
sectors of the economy are likely to be considerably 
stronger than others -- partly because 1978 growth would 
be based more on consumption demand than on investment, 
and partly because of the peculiar mix of export 
Opportunities and import "threats" facing France. 


The aviation industry, whose production increased 13% in 
1977, is expected to do even better in 1978, largely on 

the basis of strong exports. Electrical machinery 
production is projected to expand 6 or 7% on the strength 
of both consumer and public sector investment demand. The 
chemical industry should grow about 5-6%. Finally, 
assuming reasonable weather, agricultural production should 


be strong and make a healthy contribution to French 
exports. 


Among the sectors expected to grow more slowly are textiles 
(+3%), paper and cardboard (+4%), transportation (+2 or 3%), 
and machine tools (+3 or 4%). A number of important 
industry sectors are expected to be either stagnant or 
declining: automotive production, construction and public 
works, nonferrous metals, iron and steel, and shipbuilding 
are the most significant of these. 








Climate for Foreign Investment. It is in this respect 
that the March elections pose the most uncertainties. 

In their public statements, the main opposition parties 
tend to be critical or suspicious of multinational 
corporations, though they also speak of welcoming certain 
types of foreign investment. The Left's leaders say that 
they would continue to welcome foreign investment in most 
sectors as long as it added to the inflow of technology 
or to job-creation. But they exempt certain "strategic" 
sectors, such as aeronautics, armaments, nuclear equipment, 
computers, pharmaceuticals and certain portions of the 
chemical industry -- for which they advocate nationaliza- 
tion as a means of assuring government control. The 
present government and the parties supporting it advocate 
a more open approach to foreign investment, though they 
too would continue to reserve certain key sectors for 
French industry, as at present. 


Trade Policy. The Barre government, while basically 
committed to a liberal world trading system, has also 
called for "orderly trade growth." In the face of 
depressed industrial sectors suffering from severe import 
competition (textiles, steel, and shipbuilding), the 

Barre government has taken countermeasures, generally in 
concert with the European Economic Community. The 
opposition parties and the RPR, while advocating continued 
French participation in an open world trading system, 

give unemployment a very high priority and speak as if 
they would take more energetic protectionist measures if 
needed to protect jobs in the face of an import surge. 

But the Communist Party goes further than the PS or the 
RPR in this regard and advocates policies that would limit 
import growth in the short run, strongly encourage import 
substitution in the longer run, and orient France's trading 
pattern more towards Eastern Europe and the Third World 
than at present, at the expense of France's present 
suppliers. 


Implications for the United States 


Potential U.S. Exports. As noted above, the prospects for 
U.S. exporters in the French market will be heavily 
influenced by the outcome of the March legislative elections 
and the policy changes that could ensue from a change in 
government. Assuming, however, a continuation of current 
"go slow" policies as envisaged by the present government 
with a resulting 3-4% growth in real terms and a lagging 
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rate of investment, U.S. exports should grow moderately 
during 1978. Should the government succeed in stimulating 
French investment in plant and equipment, the opportunities 
for U.S. manufacturers of capital and related goods would 

be proportionally better. In the longer term, the need 

for French industry to restructure and modernize its 
industries in the face of mounting international competitive 
pressures should provide a good market for U.S. suppliers in 
high technology areas. 


Based on Embassy studies as well as research performed by 
private companies, the following product categories appear 
to offer the best prospects for the coming period: 


--Computers and Peripheral Equipment. The total value of 
installed computers in France, which in January 1977 was 
about $5.4 billion, is projected at $7.9 billion by January l, 
1980. With annual consumption of computer products in 1980 
of 6 billion dollars, this represents an annual rate of in- 
crease of 23.6% since 1975. 


--Electronic Components. The market for electronic 
components in France is large ($1.4 billion in 1976) and will 
expand to an estimated $1.9 billion by 1980, with imports 
providing a substantial share. The US has a major market 
share and our advancing technology should provide a good 
opportunity to expand it. 


--Laboratory Instrumentation. France is the fourth largest 
market in the world for US exports of laboratory instrumenta- 
tion. In a market dominated by imports, the U.S. accounts for 
a 25-30 percent share, with Germany as its major competitor. 
U.S. penetration is enhanced by the presence of subsidiaries 
of major U.S. firms in the market and by respect for U.S. 
technological sophistication and dependability. 


--Electronic Industry Production and Test Equipment. The 
French government is seeking to expand domestic production 
of electronic components. Investment in production equip- 
ment of up to 3 billion francs (about $600 million) is 
foreseen. The 1976 import market was $178 million of a 
total $189 million. US sales were $81 million or 43% of 
French consumption. 


--Computerized and Automated Machine Tools and Controls. 

A 1974 market study projected French purchases of numerical 
control machine tools would reach $140 million by 1978. 
Soaring purchases in 1975 and 1976, which were recession 
years for the machine tools industry in general, make this 
estimate appear conservative. Management is attempting to 
counter problems in the industry by increasing productivity, 
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including the use of more labor-saving, high-technology 
metalworking equipment. 


--Business Equipment. Imports of business equipment supply 
80% of the French market. This market is projected to 
expand at 14% annually, reaching one billion dollars by 
1980, with the ratio of imports unchanged. US companies 
have a commanding presence in many product lines. 


--Communication Equipment and Systems. The French 


government has embarked on a priority program to improve 
telecommunications with annual investment rising to $3.2 billion 
in 1980 from $1.4 billion in 1975. Although government 
procurement favors the large domestic industry, there are 
substantial opportunities for US sales to the private sector 

and for equipment of advanced technology. US exports rose 

36% in this category during 1976. 


--Pollution Control Equipment. According to recent market 
research, the total air and water pollution control equip- 
ment market in France will reach $417 million in 1980. 
Imports from the US should rise from $5.7 million in 1976 


to.S7.5 muliion in 19S0:. 


Best sales prospects are for filtering and industrial waste 
water equipment (where the market is expected to grow 12-13 
percent annually) and for certain high-technology, high- 
precision equipment simply unavailable from French producers. 


--Agricultural Machinery and Garden Equipment. The market in 


France for agricultural machinery and equipment (except 
tractors) and for garden equipment is expected to increase 
steadily during the next five years. Based on increasing 
French agricultural investment, y.s.prospects for US sales 
of various agricultural equipment, machinery, components, 
and garden equipment look promising. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50 Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce Washington, D.C. 20230. 





AST-WEST TRADE 


Market Data Package 


A New Market Research and Evaluation Tool 
Custom-Made for Your Company’s Product Line 


Each Market Data Package contains: 
Projected U.S. export potential in eight Communist countries. 


Exports, including trade shares, by the United States and other Western 
nations to the Communist countries. 


Communist country exports to the United States and other Western nations. 
Detailed U.S. export-import trade with each Communist country. 


Names and addresses of the Communist country Foreign Trade Or- 
ganizations purchasing your product. 


The eight Communist countries are: 


The U.S.S.R. German Democratic Republic 
Bulgaria Poland 
Czechoslovakia Romania 


Hungary People’s Republic of China 
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Mail To: 


Office of East-West Trade Development, MDP 
Bureau of East-West Trade 

U.S. DEPARTMENT OF COMMERCE 
Washington, D.C. 20230 
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